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Docket No. 64272

OLYMPIA HARBOR LUMBER COMPANY,
Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,
Respondent.

DOCKET ENTRIES-
1932

Apr. 9—Petition received and filed. Taxpayer
notified. (Fee not paid).

Apr. 20—Copy of petition served on General
Counsel.

Apr. 20—Filing fee paid.
June 10—Answer filed by General Counsel.
July 22—Copy of answer served on taxpayer, Cir-

cuit Calendar.
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1933

Aug. 4—Hearing set in Seattle, Wash., beginning

Sept. 11, 1933.

Sept. 15—Hearing had before Mr. Arundell—sub-

mitted. Briefs due Nov. 15, 1933—with-

out exchange.

Oct. 11—Transcript of hearing of Sept. 15, 1933

filed.

Nov. 14—Brief filed by taxpayers.

Nov. 15—Motion for extension to Nov. 25, 1933 to

file brief filed by General Counsel.

11/15/33 granted.

Nov. 25—Brief filed by General Counsel.

1934

Mar. 20—Findings of fact and opinion rendered

—

C. Rogers Arundell, Division 7. Decision

will be entered under Rule 50.

Mar. 29—Motion for decision under Rule 50 filed

by General Counsel.

Mar. 31—Hearing set April 25, 1934 on motion.

Apr. 17—Notice of appearance of Orville Smith as

counsel filed.

Apr. 19—Motion for a rehearing filed by taxpayer.

4/20/34 denied.

Apr. 25—Hearing had before Mr. Morris, Division

14, on settlement under Rule 50—not

contested—referred to Mr. Arundell for

decision.

Apr. 28—Decision entered—C. R. Arundell, Di\4-

sion 7.

July 3—Petition for review by U. S. Circuit

Court of Appeals, 9th Circuit, with as-

signments of error filed by taxpayer.
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1934

July 3—Proof of service filed by taxpayer.

July 24—Statement of evidence lodged.

July 24—Notice of lodgment of statement and of

hearing Aug. 6, 1934 to approve state-

ment filed.

July 25—Notice of change of hearing to Aug. 8,

1934.

Aug. 2—Motion to extend date of hearing to Sept.

12, 1934 filed by General Counsel.

Aug. 2—Order that proceeding be stricken from

the day calendar of 8/8/34 and be placed

on the calendar of 9/12/34 for hearing

on approval of the statement of evidence

and order enlarging time to 10/1/34 for

preparation and transmission of record

entered. [1*]

Aug. 6—Praecipe filed by taxpayer.

Aug. 27—Praecipe filed.

Sept. 6—Statement of evidence lodged—proof of

service thereon.

Sept. 6—Notice of lodgment of statement and of

hearing Sept. 12, 1934 to approve state-

ment filed.

Sept. 7—Objections to statement of evidence filed

by General Counsel.

Sept. 12-^Order of continuance to Sept. 26, 1934

for hearing on approval of statement of

evidence entered.

Sept. 19—Notice of objections to statement of evi-

dence filed.

*Page numbering appearing at the foot of page of original certified
Transcript of Eecord.
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1934

Sept. 26—Motion for extension to Oct. 26, 1934 to

complete statement and to Nov. 15, 1934

to transmit record filed by General Coun-

sel.

Sept. 26—Hearing had before Miss Matthews on

approval of statement of evidence—on

motion for respondent to continue 30

days granted.

Sept. 26—Order of continuance to Oct. 24, 1934

for hearing on approval of statement of

evidence entered.

Sept. 26—Order enlarging time to Nov. 15, 1934

for preparation of evidence and delivery

of record entered.

Sept. 28—Motion to approve attached pages of

statement of evidence filed by General

Counsel. 10/1/34 granted.

Oct. 9—Agreed statement of evidence approved

and ordered filed.

Oct. 12—Amended praecipe with proof of service

thereon filed. [2]
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United States Board of Tax Appeals

Docket No. 64272

OLYMPIA HARBOR LUMBER COMPANY
Olympia, Washing-ton

Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,
Respondent.

PETITION.

The above named taxpayer hereby appeals from

the determination of the Commissioner of Internal

Revenue set forth in his deficiency letter mider

symbols IT:AR:E-7, ELS-60D, dated February 10,

1932, and as the basis of its appeal sets forth the

following

:

1. The taxpayer is a Washington corporation

with its principal office at Olympia, Washington

and was organized January 4th, 1924.

2. The deficiency letter (a copy of which is at-

tached as Exhibit "A") was mailed to the taxpayer

on February 10, 1932.

3. The taxes in controversy are income taxes for

the calendar year 1929, and are less than $10,000.00

;

to wit, $4,334.65.

4. The determination of tax contained in the

said deficiency letter is based upon the following

errors

:

(a) The Commissioner has disallowed a loss

claimed by the petitioner resulting from

the cancellation of a contract.
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(b) The Commissioner lias refused the tax-

payer the right to deduct the amount lost on

a bad debt.

5. The facts upon which the petitioner relies as

the basis of its assignment of errors, are as fol-

lows : [3]

(a) During the year 1929 the petitioner effected

the cancellation of a contract (a photostat

copy of which is attached hereto as Exhibit

"B") existing up to that time between it

and another corporation with which it was

engaged in business.

(b) In order to effect the cancellation of the

contract referred to in paragTaph (a) above,

the petitioner paid the other party to the

contract approximately $5,403.92 which is

the amount claimed as a loss on cancella-

tion of said contract on the petitioner's in-

come tax return for the year 1929.

(c) A^ a part of the cancellation proceedings re-

ferred to in i^aragrajDlis (a) and (b) above,

the petitioner paid to the other party to the

contract referred to, $2,500.00 for the pur-

chase of equipment with a fair market value

at that time of the same amount.

(d) The petitioner determined in the year 1929

that approximately 40% of the account of

the Tumwater Lumber Mills Company was

uncollectible.

(e) The petitioner in closing its books for the

year 1929, charged off approximately 40%
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of the account of the Tumwater Lumber
Mills Company,

(f) The petitioner kept its books on the accrual

basis during 1929 and all prior years, and
so reported its income on its tax returns.

Wherefore, the petitioner prays that this Board
may hear the proceedings and redetermine the de-

ficiency alleged.

ROBERT KNIGHT,
Counsel for the Petitioner.

Address of Counsel

:

305 Tacoma Building,

Tacoma, Washing-ton.

State of Washington,

County of Thurston.—ss.

Arthur N. Anderson being duly sworn, says that
he is the secretary and general manager of the Olym-
pia Harbor Lumber Company, the petitioner above
named

;
that he is duly authorized [4] to verify the

foregoing petition; that he has read the foregoing
petition and is familiar with the statements con-
tained therein; and that the facts stated are true,

except as to those facts stated to l)e upon informa-
tion and belief, and those facts he believes to be true.

[Seal] ARTHUR N. ANDERSON
Subscribed and sworn to before me this 5th day

of April, 1932.

[Notarial Seal] ROBIN ADAIR
Notary Public in and for the State of Washington

residing at Olympia. [5]
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EXHIBIT ''A"

TREASURY DEPARTMENT
Washington

Office of

Commissioner of Internal Revenue

Feb. 10, 1932

Olympia Harbor Lmiiber Company,

OljTupia, Washington

Sirs:

You are advised that the determination of your

tax liability for the year (x) 1929 discloses a de-

ficiency of $4,334.65, as shown in the statement

attached.

In accordance with section 272 of the Revenue Act

of 1928, notice is hereb}^ given of the deficiency men-

tioned. Within sixty days (not counting Sunday as

the sixtieth day) from the date of the mailing of

this letter, you may petition the United States

Board of Tax Appeals for a redetermination of

your tax liability.

HOWEVER, IF YOU DO NOT DESIRE TO
PETITION, you are requested to execute the en-

closed agreement form and forward it to the Com-

missioner of Internal Revenue, Washington, D. C,

for the attention of IT:C:P-7. The signing of this

agreement will expedite the closing of your return

(x) b}^ permitting an early assessment of any de-

ficiency and preventing the accumulation of interest

charges, since the interest period terminates thirty

days after filing the enclosed agreement, or on the

date assessment is made, whichever is earlier;
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WHEREAS IF NO AGREEMENT IS FILED,
interest will accumulate to the date of assessment

of tlie deficiency.

Respectfully,

DAVID BURNET,
Commissioner.

(Signed) By J. C. WILMER
Deputy Commissioner.

Enclosures

:

Statement

Form 882

Form 870 [6]

STATEMENT
IT:AR:E-7

ELS-60D

In re
: Olympia Harbor Lumber Company,
01}Tnpia, Washington

Tax Liability

Year Tax Liability Tax Assessed Deficiency

1929 $10,912.68 $6,578.03 $4,334.65

The deficiency shown herein is based upon the re-

ports dated August 1, 1931 and December 23, 1931,
prepared by Revenue Agent, Alf Soloos and trans-

mitted to you under dates of September 4, 1931 and
January 4, 1932, which reports are made a part of
this letter.

Due to the fact that the statute of limitations will

presently bar any assessment of additional tax
against you for the year 1929, the Income Tax Unit
will be unable to afford you an opportunity to dis-

cuss your case before mailing formal notice of its
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determination as provided by section 272(a) of the

Revenue Act of 1928. It is, therefore, necessary at

this time to issue this formal notice of deficiency. [7]

EXHIBIT B.

THIS AGREEMENT, Made and entered into

this 8th day of Jime, 1928 by and between Olympia

Harbor Lumber Comi3any, a AVashington corpora-

tion, doing business at Olympia, Washington, party

of the first part, and Rockway Mill Wood Company,

a AVashing'ton Corporation, party of the second

part.

WITNESSETH: That first party agrees to sell to

second party, and second party agrees to purchase

from first party, during the life of this contract, all

refuse coming from the operation of the first party's

saw mill on west Bay Drive, Olympia, Washington

;

said waste material to consist of mill wood, saw-

dust, and hog fuel, the said waste to be delivered by

first party to second party herein mentioned, and

on the following terms and conditions:

The rights and obligations created by this con-

tract shall continue for a period of five (5) years

conmiencing on the 11th day of June, 1928.

Second party shall have the right of renewal of

this contract, at its option, for a further period of

five (5) years on the expiration of the period created

by this contract, but prices and conditions of the

contract for the additional five (5) years shall be

agreed upon by the contracting parties at the time
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of entering into the contract for the additional five

(5) years; provided that, in case the parties are un-

able to reach an agreement as to the terms thereof,

the matters in dispute shall be settled by arbitration

of a board of three members, one to be chosen by

the first party, one by the second party, and a third

to be chosen by the two members already selected.

In the event that the second party elects to exer-

cise its option to renew this contract after the first

five (5) year period, it may do so by giving notice

of such election to the first party not more than

ninety days nor less than sixty (60) days prior to

the date of expiration of the five (5) year period

created hereby.

Second party agrees to pay to the first party, for

the material so purchased, the sum of Eighteen

Dollars ($18.00) per day for each day of operation

of the saw mill, a day of operation to consist of

eight hours actual sawing of lumber; that is, in

event time is lost in the operation of the saw-mill

no charge is to be made for the lost time ; It is also

understood that this rental rate is based on the ex-

pectation that fir wood is to be sawn almost exclu-

sively, but that not more than (5) five per cent of

other woods may be included without reduction in

rental in any one day.

In event that market conditions materially change

the price obtainable for wood, sawdust, and hog fuel

;

or if the quantity available to second party is mate-

rially increased or diminished by the method of

manufacture, or by a change in the number of shifts
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operated, the price payable under this contract shall

then be adjusted so that the new amount shall bear

to the old amount the same ratio as the new income

of the second party shall be found to be to the old

income; provided that the condition justifying a

change in rental must first be proven to be of more

or less permanent nature by three months or more

of experience, provided also that the books of the

second party are to be available to the first party

for determining the facts under this provision. If

the contracting parties are unable to agree as to the

facts under this provision, the disputed matters shall

be referred for settlement to the arbitration board

l^reviousl}^ referred to. [8]

First party shall render to the second part}" an

invoice of amounts due to first party each month

under the terms of this contract and such amount

is payable within ten days from the date of the in-

voice rendered. Time is the essence of this contract,

and failure to make payment promptly within the

required time shall constitute ground for breach of

contract by first party, and basis for forfeiture of

second party's rights under this contract. But the

books of the first party shall be available to the

second party to determine whether the rental charge

is correct.

Second party agrees to construct and equip an

up-to-date three-saw wood slasher, also Conveyor

from Slasher to scow berth for loading scows at

first party's plant. Second party further agrees

to install at the mill a hog, of 30 units per 8 hour

i
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day capacity, conveyor and Bnnkers and to take

away from the plant all such refuse, up to 30 units

per day as is not suitable for wood. It is understood

that Second party now has equipment for full in-

stallation, consisting of Motors, Slashers and con-

veyors in operation at Port Gamble also at Port

Ludlow and that refuse of one of these mills is to

be diverted to Port Townsend paper mill and it is

intended that this equipment is to be used for

installation at first partys saw mill when no longer

required at one of the mills before mentioned, how-

ever, in the event that Chas. R. McCormick Lbr.

Co. or Port Townsend paper Co. desire such j^lant

then second party will install a new Puget Sound
Machinery Co. rig at first partys plant. Second

party further agrees to have installation on both

hog and slasher completed not later than Jan. 1st

1928 (1929).

All such construction whether for wood or for

hog fuel is to be installed at the expense of the sec-

ond party, except that first party agrees to furnish

the necessary lumber and piling required by second

party in the construction of the same, all such lum-

ber and piling to be furnished free of charge.

First party is to furnish to second party ground
rent free during the life of this contract, or any
renewal thereof.

Second party agrees to supply to first party, by
delivering to the residences of its management, not

to exceed 4 residence, saw dust, hog fuel and wood
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free of cost in exchange for which the first party

agrees to issue local delivery wood tickets, and col-

lect for cash cit)^ sales made at mill, second party to

receive full credit for such sales and final settlement

to be made on or before the 10th day of Month fol-

lowing.

The Second party to furnish billing machine and

stationery.

Second party will also furnish fuel for the Com-

pany office free of charge.

The first party agTees to keep driveways open so

that second party may have uninterrupted ingress

to and egress from the premises.

Second party shall at all times have an experi-

enced man or men in charge of its operation at first

IDarty's plant, and agrees that all labor employed in

the operation of its business at the plant will abide

with the rules and regulations of the first party, con-

cerning the operation of its mill and care of the

premises.

First party agrees to deliver to second party, for

its use on the premises, the slasher, bunkers and all

equipment now in use for the handling of wood at its

mill. It is understood that this equipment is to re-

main the property of the first party. Repairs and

renewals thereto shall be made by and at the expense

of the second party. First party agrees to file the

saws and knives used by the second party in its

operation ; but all the expense, other then that men-

tioned, of upkeep and maintenance of the refuse

plant shall be borne b}^ the second party. [9]
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In the event the first party sells or otherwise dis-

poses of the saw mill, but in such manner that the

mill remains in operation such sale or disposal

shall be made only subject to the rights of second

party herein and the terms of this contract are to

be continued and protected in the new arrangement.

First party agrees that its lath mill shall not be

increased during the life of this contract, it being

the purpose hereof that no greater portion than at

present of refuse shall be converted into lath mill

products.

Upon termination of this contract by lapse of

time, or act of the parties, second party may re-

move any and all of its equipment upon payment in

full of amounts which it owes to the first party.

Any wood or other fuel sold locally, except that

furnished to first party under arrangement made

hereinbefore, shall be sold only by Second party,

or to dealers. (By "local sales" is meant sales for

deliveiy in the city of Olympia or tow^n of Tum-
water).

This contract shall not be assigned by second

party, nor any rights granted to other parties to

operate thereunder, except with the consent of the

first party in writing first obtained.

In event of the failure of the second party to

abide by this contract in all respects, or in event of

its failure to satisfactorily remove all wood, and

refuse material up to the capacity of the Hog and

slashers installed as hereinbefore specified, as pro-
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duced for a period of fifteen (15) days if such

failure is due to negligence or inability of the

second party, so that the same shall accumulate and

interfere with the operation of the first party, first

party may declare this contract forfeited at its

option. However it is understood that second party

may not at all times be able to entirely remove all

refuse and that a small burner fire may be neces-

sary, but no such forfeiture is to be permitted under

this contract for failure of the second party which

is caused by strikes, accidents, or other causes which

are beyond the control of the second party. In event

of forfeiture all rights of the second party shall

cease and terminate, except that it shall have the

right to remove its machinery and equipment within

a reasonable time, and upon payment by it of all

sums which it owes first party.

In event of breach of this contract by first party,

or in event first parties saw mill discontinues opera-

tion for Pour (4) months consecutively during any

one 3"ear, second party may declare this contract

forfeited and may remove all machinery and equip-

ment installed by second party or agrees to sell

same to first party at actual cost, should first party

desire to purchase same.

Title to all machinery and equipment installed

b}^ second party hereunder shall continue to be and

remain vested in second party.

IN WITNESS WHEREOF:—the parties hereto

have caused these presents to be executed by their
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proper officers, in triplicate.

OLYMPIA HARBOR LUMBER COMPANY
a corporation

By EDWARD ANDERSON, Pres.

By ARTHUR ANDERSON, Sec'y

Party of the first part

ROCKWAY MILL WOOD COMPANY
a Corporation

By C. R. ROCKWAY, Pres.

By J. E. LELAND, Sec'y

Party of the second part.

[Endorsed] : United States Board of Tax Appeals.

Received Apr. 9, 1932.

[Endorsed] : United States Board of Tax Appeals.

Filed Apr. 9, 1932. [10]

[Title of Court and Cause.]

ANSWER
The (Commissioner of Internal Revenue, by his

attorney, C. M. Charest, General Counsel, Bureau

of Internal Revenue, for answer to the petition

filed in the above-entitled appeal, admits and denies

as follows:

1-2-3. The allegations contained in paragraphs

1, 2, and 3 of the petition are admitted.

4. It is denied that the Commissioner erred as

alleged in subparagraphs (a) and (b) of paragraph

4 of the petition.
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5. The allegations contained in subparagraphs

(a) to (f), inclusive, of paragraph 5 of the petition

are denied.

6. Denies generally and specifically each and

every allegation contained in the petition not here-

inbefore admitted, qualified, or denied.

WHEREFORE, it is prayed that the appeal be

denied.

(Signed) C. M. CHAREST,
General Counsel,

Bureau of Internal Revenue.

Of Counsel:

PHILIP A. BAYER,
Special Attorney,

Bureau of Internal Revenue.

PAB/cfb 6/10/32

[Endorsed] : United States Board of Tax Appeals.

Filed Jun. 10, 1932. [11]

[Title of Court and Cause.]

Docket No. 64272. Promulgated March 20, 1934.

1. Deduction allowed for amount paid

for cancellation of a contract.

2. Petitioner loaned money on open ac-

count to a corporation the stock of which

was owned by its stockholders. At the close

of the year the book value of the debtor

corporation's assets exceeded its liabilities.

By placing a liquidating value upon the

assets, petitioner's officers concluded that
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the debtor's liabilities exceeded its assets

and after the close of the year wrote off a

part of the account. Held, the evidence does

not establish an ascertainment of worthless-

ness which will support a claim for a bad

debt deduction.

THOMAS N. FOWLER, Esq., and ROBERT T.

KNIGHT, C. P. A., for the petitioner,

WILLIS R. LANSFORD, Esq., for the respondent.

This proceeding was initiated to test the correct-

ness of respondent's determination of a deficiency

for the calendar year 1929 in the sum of $4,334.65.

Two issues are involved: (1) The claimed loss on

the cancellation of a contract, and (2) the deducti-

bility of an alleged bad debt.

FINDINGS OF FACT.
Petitioner was organized in 1924 by five brothers

(hereinafter called the Anderson brothers), to en-

gage in the operation of a sawmill at Olympia,

Washington. The stock of petitioner was owned in

equal proportions by the five brothers. The An-
derson brothers also owned in equal parts all of the

stock of the Tumwater Lumber Mill Co., which was
also located at Olympia and which they had oper-

ated since 1919.

In 1928 petitioner entered into a contract with
the Rockway Mill Wood Co. whereby the latter

company agreed to build certain equipment to dis-

pose of the waste from petitioner's sawmill. The
RockAvay Mill Wood Co. installed a portion of the
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equipment but failed [12] to carry out its agreement

to dispose of the slab wood and other waste material,

with the result that the operations of the peti-

tioner's mill were being very materially interfered

with. Eather than declare the contract at an end

by reason of the failure of the Rockway Mill Wood
Co. to perform, petitioner started negotiations with

the Rockway Mill Wood Co. to the end of terminat-

ing the contract amicably. The contract was ter-

minated in March 1929 by the payment to the Rock-

way Mill Wood Co. by petitioner of $7,900 and as

a part of the settlement the Rockway Co. relin-

quished to petitioner all of its equipment then on

petitioner's property, which was of a value at that

time not in excess of $2,500. The difference of

$5,400 represented consideration paid for the can-

cellation of the contract and this item (plus $3.92

which is unexplained) was claimed as a deduction

by petitioner in its 1929 tax return.

In 1928 the Anderson brothers were interested in

the installing of a Swedish gang-saw mill, which

had for its purpose the utilization of lumber under

] 2 inches in diameter, w^hich sizes were generally be-

ing wasted at the time. The Tumwater Mill at this

period was not engaged in sawmill operations but

was working on various real estate contracts as well

as other related activities in and around Ohnnpia.

The Anderson brothers decided to make the experi-

ment and selected the Tmnwater Co. for that pur-

pose. At that time the Tmnwater Co. had no funds

which it could utilize for the purpose and accord-
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ingly the Anderson brothers agreed that the peti-

tioner would advance whatever funds were needed,

the funds so advanced to be repaid by the Tumwater

Co. out of income from operations.

The new^ mill was a pure experiment and diffi-

culties were soon encountered, with the result that

the estimated cost of some $55,000 w^as exceeded and

petitioner found it necessary to advance $84,722 in

1928 and 1929 to put the mill in shape and adapt

it to conditions in the Puget Sound country.

On or about December 27, 1929, the Anderson

brothers, as trustees of petitioner, discussed the

question of the large amount owing to petitioner

by the Tumwater Lumber Mill Co., and reached the

conclusion that the latter, due to the high cost of

installing the new mill, the drop in prices of lumber,

and the curtailed business due to the depression and

consequent depreciation in the value of the assets of

the Tumwater Co., including certain real estate con-

tracts, building lots, garage, stock in other lumber

companies, etc., would not be able to pay the peti-

tioner the sum advanced to it. It was accordingly

decided to charge off approximately 40 percent of

the advance to the Tumwater Co. as a bad debt.

Xo actual charge-off w^as made on the books in

1929 and not until some time in February or March,

1930, at which time there was a [13] charge to sur-

plus and a credit to '^special reserve for possible

loss" of the Tumwater Lumber Mill Co. account.

This charge-off was in the amount of $33,594.65.

This entry was so made because the books had been
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closed and the profits theretofore closed into sur-

plus. The loan made to the Tumwater Lumber Mill

Co. was mth the idea that that company would be

able to repay from the earnings of its business.

The petitioner had the money available and used it

in the other business and expected to get it back. No

notes were given for the advances and there was no

understanding between the two corporations as to

how long the account would run. Some time after

the book entries were made the assets of the Tum-

water Lumber Mill Co. were valued as of Decem-

ber 31, 1929, based on their liquidation value, and

the result of that valuation placed the assets as

worth $142,523.30, with liabilities outstanding of

$186,894.92, which latter sum included what had

been advanced by petitioner to the Tumwater Lum-

])er Mill Co. as well as certain mortgages on some

of the properties. The current assets as of De-

cember 31, 1929, were $57,316.38 and the current

liabilities $126,995.62, including the sums due peti-

tioner. The Anderson brothers did not intend that

the outside creditors of the Tumwater Co. should

lose any money and intended that they should be

j)aid through petitioner.

OPINION.
ARUNDELL: The evidence establishes to our

satisfaction that of the smn of $7,900 paid to the

Rockway Mill Wood Co. at least $5,400 thereof was

in fact paid to get rid of an unsatisfactory contract

and not more than $2,500 was paid for the assets

taken over. Even assuming that petitioner was war-
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ranted in abrogating the contract because of the

breach by the Rockway Mill Wood Co., it is not

to be denied the loss it actually suffered because

it sought the more amicable course and thus avoided

almost certain litigation. The fact that petitioner

may have hastened matters because of a proposed

plan of various mill owners to join in an operation

for the handling of their waste material does not

change or affect the transaction between petitioner

and the Rockway Mill Wood Co. On this issue the

respondent is reversed.

The evidence does not convince us that the ad-

vances made to the Tumwater Lumber Mill Co.

should be allowed as a bad debt deduction in 1929.

Undoubtedly a large portion of the sum w^as not

advanced until that year and the entire sum was

loaned for frankly experimental purposes and could

be repaid only through income from the operations

of the Tumwater Co. At the end of 1929 it was in

regular operation, although it had experienced the

pinch of the depression, as had business generally.

Its balance sheet showed it [14] entirely solvent.

It is true that its liquid assets were limited, but

that was known when the advances were made by

petitioner and was the occasion for its action. By
placing a liquidating value on its assets, including

the new gang-saw mill which had recently been

completed, a value was reached of $142,523.30, and

as the outstanding liabilities, including the sum due

petitioner and various mortgages on the property,

equaled $186,894.92, claim is made that the Tum-

water Co. was insolvent and that petitioner was
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warranted in making the charge-off that it did. Peti-

tioner's president testified that in the light of sub-

sequent events the entire account should have been

charged off, but the testimony goes no further than

this, and no facts are given to support the general

statement.

In deducting 40 percent of the indebtedness due

by the Tumwater Lumber Mill Co. petitioner evi-

dently did not consider it was dealing at arm's

length with that company, for, even on its own cal-

culation of the assets and liabilities of the Tum-

water Co., it would have recovered more than 60

percent of the amount due. Petitioner's answer is

that the Anderson brothers did not intend that the

outside creditors of the Tumwater Co. should lose

anything. However commendable such a course may
be, it does not follow that petitioner may at one

and the same time treat itself as a true creditor and

also as ready to relinquish its right to payment and

by so doing charge off the item as a bad debt against

its income. Except for the close relationship that

existed between the two corporations, it is not likely

that the Timiwater Co. would have borrowed such

a large sum as it did from petitioner, which sum

was payable on demand. The two corporations had

in earlier years been in the habit of filing consol-

idated returns, but that was not permitted under

the revenue act in force in 1929. If it had been the

accounts could not have reflected under any guise

the sum now sought to be deducted. The evidence

is far from satisfactory that there was a charge-off

within the year 1929, but, passing that matter over
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unanswered, we are of the opinion that the debt

due to the petitioner by the Tiunwater Lumber

Mill. Co. was not ascertained to be worthless to the

amount of $33,594.65 and that the charge-off should

not be allowed as a deduction from petitioner's 1929

income.

Decision will be entered under Rule 50.

[Seal] [15]

United States Board of Tax Appeals

Docket No. 64272

OLYMPIA HARBOR LUMBER COMPANY,
Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,
Respondent.

DECISION
Pursuant to the opinion of the Board promul-

gated March 20, 1934, the respondent herein on

March 39, 1934, having filed a motion for decision

under Rule 50 and proposed recomputation, and no

opposition thereto being entered by the petitioner,

it is

ORDERED and DECIDED that there is a de-

ficiency in income tax for the year 1929 in the

amount of $3,770.35.

Enter

:

[Seal] (Signed) C. ROGERS ARUNDELL
Member.

[Endorsed] : Entered Apr. 28, 1934. [16]
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[Title of Court.]

PETITION FOE REVIEW
In the United States Circuit Court of Appeals for

the 9th Circuit.

OLY^IPIA HARBOR LUMBER COMPANY,
Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,
Respondent.

To the Honorable, the Judges of the United States

Circuit Court of appeals for the 9th Circuit:

Your petitioner is aggrieved by a decision of the

United States Board of Tax Appeals rendered

against it on April 25, 1934 in the case of the

Olympia Harbor Lmnber Company vs. Commis-

sioner of Internal Revenue, Docket No. 64272. The

taxable year is 1929 and the proposed assessment

is $3,770.35.

The petitioner respectfully submits its i)etition

for a review of that part of the above mentioned

decision by the United States Circuit Court of Ap-

peals for the 9th Circuit, as relates to the disallow-

ance of a certain loss of a bad debt of the Tum-
water Lumber Mills Company in the amount of

$33;594.65.

STATEMENT OF THE CASE.
1. Petitioner is a Washington Corporation with

its principal office at Olympia, Washington.

2. In 1929 the petitioner ascertained to be worth-

less and charged off a portion of a certain account
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known as the Tiunwater Lumber Mills Company as

a bad debt in the amount $33,594.65. This bad debt

loss is one of several other losses but is the only one

in question or appealed from. [17]

3. All of the bad debts above mentioned were

charged off only after a thorough investigation of

the attendant circumstances.

4. Respondent claims that it has not been shown

that the amount claimed was determined to be w^orth-

less in 1929 and also w^as not charged off within that

year.

5. Petitioner claims that the United States

Board of Tax Appeals erroneously sustained the

contention of the respondent in the above men-

tioned decision.

ASSIGNMENT OF ERRORS.

The petitioner assigns as error the following acts

and omissions of the United States Board of Tax

Appeals.

(a) That the decision is not based upon the

evidence in that a deduction was disallowed for

the partial debt owed to the petitioner by the Tum-

water Lumber Mills Company.

(b) That the decision is erroneous in law\

As specific instances of the errors of fact and

law in said decision the petitioner points out the

following

:

(1) The failure to find when the charge-off of

the Tumwater Lumber Mills Company account was

made and the failure to find that the charge-off was

made as a part of the closing entries for the year

1929.
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(2) In making the finding that the Timiwater

Lumber Mills Company was solvent December 31,

1929.

(3) The failure to determine and find the value

of the assets of the Tumwater Lumber Mills Com-

13any and the resulting net worth as of December

31, 1929.

(4) The failure to find that the Tumwater Lum-

ber Mills Company assets w'ere actually valued by

petitioner as of December 31, 1929 [18] and that

the decision to so value them was made at the meet-

ing of the Petitioner's Board of Trustees (Direc-

tors) late in December 1929.

(5) The failure to determine and find what por-

tion of the debt of the Tmnwater Lumber Mills

Company was bad as of December 31, 1929 or what

proportionate part of the actual value of the assets

of the Tumwater Lmnber Mills Company could be

used to repay the petitioner's account.

(6) The finding that, based upon petitioner's

own calculation as to the value of the assets of the

Tmnwater Lumber Mills Company account, peti-

tioner would have recovered more than 60% of

the amount due.

(7) The failure to allow as a bad debt deduc-

tion 40% of the account of the Tumwater Lumber

Mills Company.

(8) The Board erred in finding that "sometime

after the book entries were made the assets of the

Tumwater Lumber Mills Company were valued as

of December 31, 1929. * * *" while in fact a pre-

A'ious finding had been made that the trustees of
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the petitioner met on or about December 27th,

1929 and discussed the Tumwater Lumber Mills

Company account and further that ''It was accord-

ingly decided to charge off approximately 40%

of the advance to the Tmnwater Company as a bad

debt^'.

(9) The Board erred in making inmiaterial find-

ings of fact in its decision to the effect that the same

stockholders owned both companies and that no

consolidated return was permitted in 1929 but that

if consolidated return had been permitted "* * *

the accounts could not have reflected under any

guise the sum now sought to be deducted". [19]

(10) The Board erred in finding that ''* * *

the debt due to Petitioner by the Timiwater Lumber

Mills Company was not ascertained to be worth-

less in the amount of $33,594.65 and that the charge

off should not be allowed as a deduction from the

petitioner's 1929 income".

WHEREFORE, Your petitioner prays that the

decision of the Board of Tax Appeals entered here-

in against the petitioner be reversed by this Hon-

orable Court, and for such other and further relief

as the court may deem meet and proper in the

premises.

OLYMPIA HARBOR LUMBER
COMPANY

By THOMAS N. FOWLER
Its attorney.

Address of attorney

THOMAS N. FOWLER, Esq.,

1121 L. C. Smith Tower

Seattle, Washington. [20]
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State of Washington,

(yOimty of King—ss.

Thomas N. Fowler, being first duly sworn, de-

poses and says, that he is attorney for the peti-

tioner, that he knows the contents of the foregoing-

petition, that to the best of his knowledge and be-

lief the statements herein are true, and that the

assignments of error are well taken and intended

to be argued.

THOMAS N. FOWLER
Subscribed and sworn to before me this 6 day

of June A. D. 1934.

[Notarial Seal] CORA L. WATSON
Notary Public in and for the State of Washington,

residing at Seattle.

[Endorsed] : United States Board of Tax Appeals.

Filed Jul. 3, 1934. [21]

[Title of Court and Cause.]

STATEMENT OF EVIDENCE
The above entitled case came up for a hearing

on the 15th day of September, 1933, before the

Honorable C. Rogers Arundell, Member of the

United States Board of Tax Appeals, at Seattle,

Washington. Thomas N. Fowler, Esq., and Robert

T. Knight, C. P. A., appearing on behalf of peti-

tioner, and Willis R. Lansford, Esq. (E. Barrett

Prettyman, Esq., General Counsel, Bureau of In-

ternal Revenue) appearing on behalf of the Com-

missioner of Internal Revenue.

The year in question is 1929, and the amount of

taxes involved (as amended) is $3,770.35.
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OSSIAN ANDERSON
being first duly sworn, was examined and testified

as follows:

"I am one of the five Anderson brothers, the

others being Arthur, Edward, Karl and Olof An-

derson. I have lived [22] in the United States for

twenty-three years and at the present time am pres-

ident of the Puget Sound Pulp and Timber Com-

pany of Everett, Washington. During 1929 and, as

a matter of fact, during the entire existence of the

Tumwater Lumber Mills Company and the Olympia

Harbor Lumber Company my brothers and myself

have been the trustees (directors). I have been en-

gaged in logging operations, working in the woods

in various capacities including supervising opera-

tions. I have operated these smaller type sawmills,

including the management and the selling of the

product. Neither my brothers nor myself had had

any experience in the Swedish gang-saw mills prior

to the investment in the plant that we built ourselves

and, to the best of my knowledge, there were no

mills of that type in the United States.
'

'

''The Tumwater Lumber Mills Company and

the Olympia Harbor Lumber Company were two

separate corporations. The Tumwater Lumber Mills

Company was started by my brothers and I in

1919 with a paid-in capital of $25,000.00. The busi-

ness prospered until, in 1924, our bank made us an

attractive proposition whereby we could take over

another mill that was on their hands, having been

a failure in the hands of the previous operators.

We were to furnish the working capital and we
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could get a bargain figure to purchase it on a con-

ditional purchase contract. We knew that the mill

would have to be rebuilt, but felt that it could be

a successful operation. Nevertheless, we did not

want to risk what we had in the Tiunwater Com-

pany so we organized an entirely separate company

which we called the Olympia Harbor Lumber [23]

Company. During the first two years we had nothing

but difficulties with the newly acquired mill as it

had to be completely rebuilt, which required addi-

tional money. Nevertheless, we built a mill that

would be a low-cost operation after it was com-

jDleted. The bookkeeping, and all of the business

transactions of the two companies were kept abso-

lutely separate, just as though they were no rela-

tion whatever. If one of the brothers worked at

one of the plants a half month, his payroll was

transferred to that plant. Except for the fact that

we each owned one-fifth of each of the companies

there was no other relation between the companies."

"In going on to this Tmnwater Mills Lumber

Company, they abandoned a little plant in Tum-
water somewhere in 1927. The log supply at Tum-
Avater which was trucked into the mill was prac-

tically come to an end, and we had in the mean-

time gone into small building business, building

fabricated houses as well as erecting ordinary

homes there in Olympia. That at the time then

was the full activity of the Tumwater Company,

the original corporation we had founded."
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"Therefore, in 1928, when the first thought of

building a gang mill came up, the Olympia Harbor

Lumber Company was the only lumber operation

we had. Tumwater was trying to work out num-

erous real estate contracts in selling some little

retail lumber in general building business in

Olympia. '

'

"A Swedish engineer came here with the rec-

ommendation from Mr. Oxholm of the Department

of Commerce. The Wood Utili- [24] zation Com-

mittee of the Department of Commerce spent a year

in Sweden trying to find some way to utilize our

small timber under twelve inches, which heretofore

we had left in the woods here in Washington. It

was a tremendous waste that was well recognized,

and was severely criticized especially by the De-

partment of Conmierce. The fact is, our sawmills are

built for sawing large timber and these small logs

could not be handled by the heavy equipment of

the standard mills."

"They came to Weyerhauser with this recommen-

dation from Mr. Oxholm. He likewise approached

us. All of them turned him down, until as I recall

in August, 1928, we finally sat down with the en-

gineer and he made us a complete estimate of what

it would cost to build a gang mill. I happened to

take the most active part in this with my brothers,

and I tried to sell them the idea. I recall having

these estimates made by the Swedish engineer."

Exhibit 2, being the estimate of the Swedish en-

gineer was offered by the petitioner and admitted

in evidence.
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EXHIBIT II.

ESTIMATED COST OF SAW MILL

$10,000.00 Cash

5,000.00 Payment of $100.00 per month

14,500.00 To be paid, if proven successful

Cost of Plant $29,500.00

Interest $2,950.00

Insurance 600.00

Power 1,800.00

10%

Overhead total $5,350.00

Production 9 Million Feet

Overhead per B. M.

17 men, $85.00 a day or per B
Miscellaneous

[25]

Total

Lumber
Framing and Building

Installing all machinery

Foundation

Supplies by the Company
Slasher 8 saws

Trimming, Hand and Chain

S(u-ting Table, Drive & Chain

Line Shaft & Pulley

Conveyor Chains

2 :\lotors, Total 100 H. P.

Belts

Crane

$0.60

B. M. 2.83

0.50

$3.93

One Gang Two Gangs

$ 1,000.00 $ 3,200.00

1,500.00 2,000.00

2,000.00 2,000.00

500.00 1,000.00

14,500.00 23,575.00

1,100.00

500.00 3,200.00

500.00 1,000.00

400.00 1,400.00

500.00 1,200.00

500.00 1,800.00

1,500.00 1,500.00

5,000.00 13,000.00

Estimated Cost

Overrun on 9"—40%
Overrun on 12"—50%
Price for logs—$7.20 per M.

Sales price for dimension—common $20.00 per M

$29,500.00 $54,875.00
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''The terms the engineer proposed were on the

basis of one "gang" with a cost of construction

totaling $29,500.00. It was not possible to run one

gang mill here so we proposed a two gang mill with

an edger. He changed his estimates and placed the

amounts in a column opposite the original amounts.

The revised estimate based on a double gang was

$54,875.00. The engineer prepared the layout of

the mill, suggested the arrangement of the ma-

chinery and specified the type of machinery, much

of which was obtainable only in Sweden, in particu-

lar the frames called "gangs" which were to do

the sawing and also the carriages and the edger.

Trimmers, conveying [26] rolls and electrical equip-

ment etc. were to be purchased here."

"The Tumwater Lumber Mills Company did not

have the funds with which to undertake such a

construction. We did have funds in the Olympia

Harbor Lumber Company so we finally decided on

the project. We would advance money from the

Olympia Harbor Lumber Company to be repaid

by the Tumwater Limiber Mills Company out of

operations. In other words, we would have to put

this Tumwater Company back into the lumber bus-

iness again where it had not been for some period of

time. '

'

"It was agreed that the machinery would be de-

livered by the time we would have the buildings

finished. The engineer had laid out the whole plan,

and we proceeded to build the buildings. We secured
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and leased ground there in Olympia. About the time

we expected the machinery to arrive in Puget Sound

waters we got a telegram from the machinery build-

ers that in shipping one of these gangs at Rotter-

dam, it had been dropped over the side and broken

up, and a new gang would have to be constructed.

There was a delay to us of about four months in

the installation. We had numerous delays and dis-

appointments and finally did get the machinery, as

I remember, five months after it was supposed to

be on hand. We installed it and started the mill and

it was a pure experiment as can be shown by the

bulletins that the Department of Commerce has

issued on the subject. And it would not stand up."

''First, the saws were not built to stand the hard

[27] pitchy wood that our Douglas Fir is. Second,

the frame—these gang frames had terrific vibra-

tion on account of their speed. I think they turn

about 320 R.P.M. There was terrific vibration and

the foundations were not sufficient."

''The engineer had laid out the whole plan, and

we proceeded to build the buildings. As a result of

this we had to rebuild the foundations. The biggest

difficulty was that the frames were made out of cast

iron. So were the carriages. They constantly broke

from the heavier logs which apparently the Swedish

engineers had not figured on, comparing the Douglas

Fir with their light spruce. All through the summer
of 1929 we had just one trouble after another to try

to make this go. We kept constantly at it. The
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market problem immediately confronted us. No-

body was manufacturing full sawn lumber these

days, and we had to seek an outlet in the British

market, which was the only place we could sell this

rough, full sawn lumber. All of this was at the

end of 1929, when we reviewed not only the cost of

the plant, the difficulties we had had, but we were

also confronted with distributing the lumber, be-

cause the lumber market broke in November, 1929,

and there was a question of being able to operate the

plant at all.

"In the spring of 1930, the market price had

dropped approximately forty per cent, as I recall,

and we were confronted with severe curtailment,

and it was a question of being able to run the plant

successfully, even if we could [28] solve the mechan-

ical difficulties. The plant was not finished at the

end of 1929. There was an additional edger, which

it was discovered ought to be gone in. There was

a different conveyor to be changed."

"Prior to December, 1929, we had found it neces-

sary to change the construction of the mill. We
had to build onto the foundations. These two

foundations, as I recall, are about twenty-four feet

apart; driven on piling, concrete sunk down in the

ground. In order to brace the two frames together

so they would not vibrate, we had to lay in a con-

crete slab between the two. When you shut down
the mill you have overhead, rental on ground, and

an electric contract calling for $400.00 a month
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minimum, whether you use the electric current or

not, as a constant expense."

"The saws were too light. We had Atkins, Sim-

mons and other American saw builders try to work

out this problem, which they did in designing a

saw of sufficient weight to stand the sawing of

this hard timber. All of these matters, I felt,

however, are ordinary delays when you venture into

a new experunent which has never been tried be-

fore. We never expected such a terrific lot of

trouble because we had the best of advice from

these people, not only from the Department of

Commerce, but from the engineer. However, the

combination of circumstances, i3ioneering in this

type of mill on Puget Sound not only ^^Tecked the

Timiwater Lumber Mills Company, but threatened

to do the same thing to the other company which

we were using to advance money to build this

plant." [29]

''I am familiar with the books of the Olympia

Harbor Lumber Company at the close of 1929. At

that time, the account due and owing from the

Tumwater Lumber Mills Company was $84,722.41.

I have had prepared from the books of the Tum-
water Lumber Mills Company a balance sheet as

of December 31, 1929."

Exhibit 3, the balance sheet of Tumwater Lumber
Mills Company of December 31, 1929, was offered

by the petitioner and admitted in evidence.
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EXHIBIT III

Balance Sheet of the

TUMWATER LUMBER MILLS COMPANY
Olympia, Washington

as at December 31, 1929

ASSETS

Current Assets

Cash in bank

Accounts receivable—retail

Accounts receivable—new mill

Accounts receivable—others

Accounts receivable—officers

Accounts receivable—Employees

(payroll No. 1

)

Total accounts receivable

Inventories:

Lumber
Logs

Stock of stores

Total inventories

Cash surrender value of life insurance

on officers

Total current assets

Fixed Assets

NevF sawmill—equipment

Apartment house

New sawmill—building

Store garage

Eeady-cut machinery

Beady-cut factory

Eeady-cut office

New sawmill—office

Total

Less reserve for depreciation

Book value

Real estate

10,840.19

3,838.67

19,795.47

2,605.04

23.88

8,097.10

900.00

2,742.14

64,098.76

29,500.00

19,803.20

7,175,60

3,571.50

3,381,72

233,74

84.67

127,849.19

12,648.94

115,200.25

13,910.00

7,009.01

37.103.25

11,739.32

1,464,80

57,316.38

Total fixed assets

Investment in stock of other corporations

129,110,25

34,001.67

Total assets $220,428,30
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LIABILITIES

Current Liabilities

Accounts payable

Deposit on machinery sold—(Niemi Bros.)

Accounts payable—Olympia Harbor

Lumber Company
Notes payable—Stock subscription

—

Olympia Wood Products Company
Notes payable—others

Trade acceptance payable

Accrued taxes

Medical hospital fund payable

Accounts payable—employees

$ 21,479.51

5,899.81

84,722.41

1,500.00

5,000.00

360.00

2,122.14

181.32

5.730.43

Total current liabilities 126,995.62

Fixed Liabilities

Mortgages payable—Capital

Savings & Loan Ass'n $ 2,348,68

Mortgages payable—Thurston

County Savings & Loan 30,365.30

Accounts payable—officers 27,185.32

Total fixed liabilities 59,899.30

Proi>rietorship

Capital stock 25,000.00

Surplus 8,533.38

Net worth

net worth

33,533.38

Total liabilities and $220,428.30

[31]

"The trustees of the Olympia Harbor Lumber

Company had a meeting in December of 1929, as

I recall it, Christmas week, somewhere around the

27th, at which time we discussed the matter of the

account with the Tumwater Lumber Mills Com-

pany. All of the trustees were present. We dis-

cussed the large amount of money the Olympia

Harbor Lumber Company had owing from the

Tumwater Lumber Company, and the question of

the ability of that company to pay. The current
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liabilities of the Tumwater Lumber Mills Company

were $126,995.62. The current assets were $57,-

316.38. Included in the accounts receivable "others"

are house accounts. They are really a deferred

asset. The current assets also included the inventory

of lumber, logs, stocks and stores in an amount

of $11,739.32, and cash surrender value of life in-

surance of officers of $1,464.80. These figures are

all included in the figure of $57,316.38. The relation

of current assets to current liabilities is approxi-

mately one to two and a half." [30]

"The Tumwater Lumber Mills Company had, in

addition, fixed assets comprising this plant we have

talked about. It had an apartment house and a

storage garage to the total value of $36,675.60

against which there was a mortgage payable of

$32,713.98. It had other minor fixed assets such

as ready-cut factory, and ready-cut office, and the

new sawmill office."

"Q. Now, have you, or did you have prepared

at this time, or at the closing of the books in De-

cember, 1929, a compilation of the realizable values

of the different assets of the Tumwater Lumber

Mills Company?

A. Well, as I recall that, that was in our meet-

ing of the Olympia Harbor Lumber Company when

the question came up. But we did haA^e such a re-

alizable statement compiled, trying to arrive at just

how our affairs were in the two companies."
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*'We decided the approximate percentage of the

account that should be written off. Obviously, as

an operating concern it had only about $7,000.00 in

cash with which to pay $126,000.00 total current lia-

bilities. The other items of account receivable, house

accounts receivable, stocks, stores, and inventory,

were obviously tools that you need to run with. They

were not liquid assets in the terms of operation."

''Therefore, we took an estimated value of the

poss- [32] ibility of paying the Olympia Harbor

Lumber Company off, and it appeared that we did

not have enough total current assets on any terms

of liquidation, even if we decided to put the com-

pany in liquidation to pay off all other creditors

except the $84,000.00 due the OhTnpia Harbor

Lumber Company. The Tumwater Limiber Com-

pany could not pay its debts in due course of bus-

iness. I have had prepared a photostat sheet show-

ing the write-off of the assets and liabilities of the

Tumwater Lumber Mills Company."

The document referred to was offered in evidence

as petitioner's Exhibit No. 4 and admitted to evi-

dence.
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EXHIBIT IV.

Assets and Liabilities of the Tumwater Lumber

Mills Co.
As per Realizable

Per Cent Books Value

Cash 100.00 $ 7,009.01 $ 7,009.01

Accounts receivable

—

retail 80.00 10,840.19 8,672.15

Accounts receivable

—

wholesale 100.00 3,838.67 3,838.67

Accounts receivable

—

house contracts 70.00 19,795.47 13,856.83

Accounts receivable

—

oflScers 100.00 2,605.04 2,605.04

Accounts receivable

—

employees 100.00 23.88 23.88

Inventories 85.00 11,730.32 9,978.43

Cash surrender values life

insurance 100.00 1,464.80 1,464.80

Fixed assets (see schedule below) 58.50 129,110.25 75,544.27

Investment in stock of other

corporations

(See schedule below) 57.44 34,001.67 19,530.42

Total Assets $220,428.30 $142,523.50

FIXED ASSETS
New sawmill equipment 40.00 64,098.70 25,639.04

Apartment house 70.00 29,500.00 20,650.00

New sawmill building 50.00 19,803.20 9,901.60

Storage garage 80.00 7,175.60 5,740.48

Ready-cut machinery 75,00 3,571.50 2,678.62

Ready-cut factory 75.00 3,381.72 2,536.29

Eeady-cut office 75.00 233.74 175.30

Land 50.00 13,910.00 6,955.00

Total Assets $141,674.52 $ 74,276.33

Investment in Stock of Other Corporations

San Juan 25.00 18,080.00 4,520.00

Fidalgo Sales Corporation 25.00 1,215.00 303.75

Balance 100.00 14,706.67 14,706.67

Total $ 34,001.67 $ 19,530.42

LIABILITIES
Current Liabilities $126,995.62 $126,995.62

Due officers on undrawn salaries 27,185.32 27,185.32

Mortgages payable 32,713.98 32,713.98

Total Liabilities $186,894.92 $186,894.92

Net Worth $ 33,633.38 $ 44,371.42*

* Indicates deficit.
[34]
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"In preparing the compilation we estimated that

the accounts receivable as of December 31, 1929,

would realize about eighty per cent. The usual ex-

perience on retail receivables under the best of

times is that you have some loss. The house con-

tracts of $19,795.47 were valued at seventy per

cent. These contracts were not a current asset, they

were payments that run over a period of several

years; monthly payments on houses that we built

for people who are paying off the difference in

monthly instalments. The accounts were slow.''

"The inventories comprised lumber, stocks and

stores and the usual experience, if you liquidate at

eighty-five per cent, you have done well, and that

is the figure we used." [33]

"The fixed assets of new sawmill equipment is

the gang-saw mill. No one can tell what the realiza-

ble of that was. Here is a plant that is not

completed, not tried, an experiment pure and

simple, and as far as the realizable value of it, if

I am to answer the question it would only be

realized at forced sale as junk. The buildings would

be worthless for any other type of mill and to

make an estimate on what you could realize out of

an experiment of this kind, an experimental mill,

it is obviously rather difficult. As officers of the

Olympia Harbor Lumber Company, we put on an

arbitrary figure of fifty per cent on the buildings

and forty per cent on the equipment. This could

not be realized if you were going to sell."
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''The item of $36,000.00 for the apartment house

and garage had a first mortgage lien of $26,000.00.

We valued it at seventy-three per cent of the book

value. We had made an attempt to sell the apart-

ment house. In 1929 we discussed the earnings of

these two properties which were not sufficient to

carry the loan required; there was an unusually

large loan on the buildings. At the end of 1929

there was a lack of tenants and we would have been

glad to turn it back for the mortgage of course. In

placing the value we fixed it at seventy-three per

cent of its actual full book value.
'

'

"The storage garage was a one story concrete

building that was built to store ordinary freight

motor busses. It is not an ordinary garage that can

be utilized [35] for ordinary garage purposes, it is

special for trucks. We fixed the realizable value as

of the same date (December 31, 1929) of the ready-

cut machinery, ready-cut factory and ready-cut

office at seventy-five per cent. We were not at that

time using that equipment. That is only a matter

of trim saws, and cabinet making machinery that

is only used whenever we are doing any construc-

tion work."

"The item of land of $13,910.00 consists of lots

that we used for mill yard around the ready-cut

factory and for storing lumber. It is likewise some

lots in Olympia that we had and the lot adjoining

the garage. It was unimproved miscellaneous lots

taken in on trade on houses. At the end of 1929 you
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could not sell any of the property and we fixed a

realizable value at fifty per cent.

"Q. What does that mean, that was the

market value'?

"A. Well, it would be the fair market value

at that time, yes.

''Q. That is, if you were forced to sell on

that date?

"A. Yes. I question very much if that could

be realized, but I am not quite familiar with

the details of the parcels. But general real es-

tate, you could not sell any at the end of 1929

in Olympia."

"The Tumwater Liunber Mills Company held

stock in several different corporations. There were

primarily two corporations. Two small pulp mill

concerns known as the San Juan and the Fidalgo

Pulp Manufacturing (Companies. It carried stock

in the San Juan (^ompany of $18,080.00. There was

no market value. The stock was not a registered

stock. And it was not traded in at the time, as far

as I know. The San Juan and the Fidalgo com-

panies had no physical assets." [36]

''They in turn owned capital stock in the Puget

Sound Pulp and Timber Company, and the Puget

Sound Pulp and Timber Company, then construct-

ing a large pulp mill at Everett and financing a

large building development, had issued rights to

sell their stock at $20.00 per unit. We had paid

$100.00 per unit for our stock and our book values
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were carried at that figure. The Tumwater Com-

pany was unable to take up its rights. There was

no market value of that stock in 1929. There was

no sale because the parent company was under con-

struction, and the San Juan and Fidalgo were

merely holding stock in that parent company. We
considered the San Juan stock of $18,080.00 to have

a value of twenty-five per cent."

"The Fidalgo Sales Corporation, in the amount

of $1,215.00, was valued at $303.75, or twenty-five

per cent of its cost value."

"The fair market value of the total assets of the

Tumwater Lumber Mills Company, as of Decem-

ber 31, 1929, was $142,523.50. The details to which

I have testified just prior to this time go to make

up this figure."

"There were certain mortgages payable against

the fixed assets amounting to $32,713.98 as against

the realizable value of all the assets of $142,523.50,

and there were total liabilities, both current and

fixed, of $186,894.92. The company, in my judg-

ment was not a solvent concern. The difference be-

tween these two figures show the actual condition

of the company. There would be a definite loss, or a

[37] deficit, of $44,371.42 on the basis of this com-

pilation, but the question of being able to liquidate

the company according to the figures that have been

prepared here, I would say that I do not believe that

they could have been realized, the figures that I have

testified to in many instances, except the cash item

and the ones shown as 100% realizable ; under forced
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liquidation at the end of 1929, you could not realize

$142,000.00, because the biggest item is the saw-

mill, this experimental mill, which would have no

value except as junk if you forced it in liquidation."

"Q. Is that a customary way to determine if a

company is solvent? Find out what you get if

forced ?

A. I don't think so. I think taking the current

assets and liabilities, and find out if the company

is solvent to pay its bills. That is my opinion about

that."

"The Tumwater Lumber Mills Company could

not obtain credit from any bank. The bankers took

the same attitude in reference to this account that

we did."

Exhibit No. 5, being a compilation of a loss on

the bad debt account of the Tumwater Lumber

Mills Company, was offered as "Petitioner's Ex-

hibit No. 5" and admitted in evidence. [38]
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EXHIBIT V
COMPUTATION OF LOSS OF BAD DEBT

Assets and Liabilities of Tumwater Lumber Mills

Company

ASSETS
Cash

Accounts receivable—retail

Accounts receivable—wholesale

Accounts receivable—others

(house contracts, etc.)

Accounts receivable—officers

Accounts receivable—employees

Inventories

Cash surrender value of life insurance

Fixed assets (book value)

Investment in stock of other corporations

Total Assets

LIABILITIES
Current Liabilities

Due officers on undrawn salaries

Mortgages payable

Net worth

As per Kealizable

Books Value

$ 7,009.01 $ 7,009.01

10,840.19 8,672.13

3,838.67 3,838.67

19,795.47 13,856.83

2,605.04 2,605.04

23.88 23.88

11,739.32 9,978.43

1,464.80 1,464.80

129,110.25 75,544,27

34,001.67 19,530.42

$220,428.30 $142,523.50

$126,995.62 $126,99.5.62

27,185.32 27,185.32

32,713.98 32,713.98

$186,894.92

$ 33,533.38

$186,894.92

$ 44,371.42*

$142,523.50

32,713.98

* Indicates deficit.

Realizable value of assets as above
Less mortgages payable

Balance for unsecured creditors

Creditors other than officers and Olympia
Harbor Lumber Company

Balance to officers and Olympia Harbor
Lumber Company

Loss to officers and Olympia Harbor
Lumber Company

Total owing to officers and Olympia
Harbor Lumber Co.

39.65% of Olympia Harbor Lumber Company account is $ 33,594.65

$109,809.52

42,273.21

60.35%

39.65%

67,536.31

44,371.42

$111,907.73

[39]
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'

' The Olympia Harbor Lmnber Company, in mak-

ing this analysis of the account, decided that the

account was worthless to the extent of forty per

cent, or to be more exact, 39.65%."

"The pamphlet showed to me as prepared by the

United States Department of Commerce, Wood
Utilization on the Test of Scandinavian Gang Saws

on the Pacific Coast is the report submitted to us

by Mr. Oxholm as the result of this experiment.

It was prepared by the Department of Commerce,

Wood Utilization Committee and printed as a cir-

cular of that department."

Exhibit No. 6, being the pamphlet referred to,

was offered as "Petitioner's Exhibit No. 6," and

admitted in evidence.

"The machinery that was installed in the mill

was made out of cast iron and would not stand

up under the heav}^ grind that these mills are sub-

jected to. Later mills were built as the outcome of

this experiment. There was, as I recall it, four

additional mills built here on Puget Sound. They

not only received the benefit of correcting the de-

sign and all the inefficiencies we had in the opera-

tion, but they likewise were furnished with cast

steel equipment, saw frames, and carriages, all of

which had been a constant source of difficulty to us.

They likewise got the benefit of the better type of

saws that were developed after the result of this

expermient. '

'
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"We had trouble with the breakage of the

frames, [40] and it was necessary to weld them.

We had considerable breakage all the time from

the beginning."

"When the mill cuts 80,000 feet a day, and you

shut it down three or four hours for repair, that is

what costs the money. It is not the repair itself so

much as the loss of time and the overhead. '

'

"The Tumwater Lumber Mills Company could not

pay its bills, except by going to the Olympia Har-

bor Lumber Company to get the money to do it.

That was its situation. It had a plant here that

was not functioning properly and not making any

money. It had no resources to take to pay off its

debts, not only the Olympic Harbor Lumber Com-

pany, but other creditors. The only thing that kept

that company going is the fact that my brothers and

I have personally so far managed to make good,

and we obviously were not going to let any outside

creditors of the Tumwater Lumber Mills Company

suffer so long as the Olympia Harbor Lumber Corn-

pan}^ was able to help this other company. And that

is really what led to the large advances that had

been made to complete the construction—complete

the experiment. In October of 1929, the lumber

market broke; the sale price of lumber up to that

time had been $17.00, and while we were still saw-

ing on a few old orders, towards the end of 1929,

1930 sale prices opened out at about $12.00 per

thousand. We were confronted then wdth the actual
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shut-down of the plant. The question of being able

to reduce costs sufficient to operate. The Tumwater

Lumber Mills Company was not in a position to

pay its bills." [41]

"The Olympia Harbor Lmnber Company charged

oft* this account in the amount of $33,594.65 in

1929."

IRYIN W. JOHNSON

was called as a witness by and on behalf of the

petitioner and, having been first duly sworn, was

examined and testified as follows:

Direct Examination

*'My name is Irvin W. Johnson. I reside at Ta-

coma, and by occupation I am a sawmill engineer.

I have been engaged in that business for thirty-

three years. I do sawmill mechanics and efficiency

engineering. I also wreck plants. I put in two

commercial plants at Port Ludlow. I design all

kinds of engineering and different plants. I have

done appraisal work. I have examined the gang-

saw mill and equipment of the Tumwater Lumber

Mills Company. I was familiar with that equip-

ment in December, 1929. The value of the gang-

saw mill building and equipment in December,

1929, was not to exceed $35,000.00. I went over that

equipment in detail and was familiar with it at

that time."
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Cross Examination

By Mr. Lansford: "I looked the Tumwater Lum-

ber Mills Company over many times. I was in the

plant when they were constructing it and knew all

of their troubles. I did not itemize the thing then.

I based my value of $35,000.00 on an efficient and

mechanical operation. I do not think that that plant

should cost more. The machinery was light in there

and went to pieces on them, and the designing was

not proper ; it was [42] not designed properly. The

gang-saws were not laid out right. They were all

too light, and they had to reenforce the foundations

under them and put in a lot of extra concrete. They

had to put in an edger ; found they could not oper-

ate with the one edger. It would not operate the

way they were. Of course, they were not used to our

timber here. The manufacturers sent their own en-

gineers out here on that job. The engineer was here

all of the time. The foundations were put in locally,

but he was right here. They did not put them in

heavy enough. The foundations did not do the work.

I based my estimate on what the plant will do. I, of

course, could not tell in 1929 what I can say today."
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S. R. HOLCOMB
was called as a witness by and on behalf of the

petitioner, and, having been duly sworn, was ex-

amined and testified as follow^s:

Direct Examination

"My name is S. R. Holcomb. I have lived in

Olympia about twenty years. My occupation is the

real estate business. I have been engaged in that

business around Olympia since 1924. I am familiar

with the real estate and property values of houses,

apartments, and garages around Olympia. I am
still in the real estate business, but I am also Fed-

eral appraiser for the Home Owners Loan Corpora-

tion of Thurston (^ounty. That is the county in

which Olympia is located. I have done appraisal

work frequently. I was one of three appraiser in

the city of Centralia condenmation suit against [43]

the Washington Electric Company; and have been

appraiser, or called as an expert witness in road

condemnation cases; and frequently by lawyers in

a number of cases. I have acted for and in behalf

of the counties, as well as the opposing parties. I

am familiar with the ordinary house contracts as

they existed in Olympia in 1929. I am familiar with

the type of business conducted by the Tumwater

Lumber Mills Company in 1929, especially in ref-

erence to the building of houses and selling of

houses on contract. I am familiar with the values

of ordinar}^ house contracts in Olympia at that

time, and with the houses which the Tumwater
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Lumber Mills Company had sold on contract in

Olympia at that time. I think I am familiar with

every one of them. In December, 1929, they were not

worth one hundred cents on the dollar."

"After October, the latter part of October when

the first bad stock market crash occurred, the real

estate market was cut off just like it was cut off

with a knife. I do not think there was any trans-

acted in Thurston County anywhere from then on

to the end of the year, and the values on real estate

had to be arrived at as a sort of prospective value

in case they did make a sale. None of them were

made."

"There w^ere two ways of estimating the value.

As an ilhistration :—Building and loan associations

at that time, in making appraisals for further loans

on houses which they had appraised at $6,000.00

before the stock market crash, immediately began

appraising the same property around $4,000.00."

[44]

"Another way of arriving on the house con-

tracts was the discount made by firms buying these

contracts. They were discounting the contracts from

thirty-five per cent to fifty per cent to get the

money out of these contracts."

"I understand that the Tumwater Lumber Mills

Company had approximately $19,795.00 invested in

house contracts in December, 1929. They were worth

thirty-three per cent off."

"I am familiar with the apartment house as of

December, 1929. I had made an attempt to value
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it ill December, 1929. They had the place for sale.

It was listed with me, and at the time they were

trying to get, I have forgotten exactly, somewhere

around $20,000.00. According to its income, you

could never get an oft'er. I could not at that time

get an offer for anything over $16,000.00 for the

apartment house and the lot on which it stood.

They owned an adjacent lot there that, at that time,

was probably worth $1,500.00. That is my judgment

as to the value of that property. Not only mine,

but others who made offers on it."

"I am familiar with the storage garage as of

December, 1929. It is a special type building, built

for special occupancy. The l)uilding was built for

the Olympia-Grays Harbor Transportation Com-

pany to be used as a storage garage for their pass-

enger stages. It had special construction, unusually

liigh ceiling. Had to have a special kind of heat,

special light, special doors on the front. Everything

about it was special." [45]

"The building had cost $7,500.00 or $8,000.00 and

as a special occupancy building it would have no

value when the lease was up. They had a four-year

lease on it, and in December, 1929. two years of

the lease had been used so you figure at least

fifty per cent off, because they would have to com-

pletely reconstruct it to get the same rental. I con-

sider the value about $4,000.00 for the building."

''I am familiar with miscellaneous tracts of land

owned l^y the Tumwater Lumber Mills Company
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as of December, 1929. Some of it was listed with

me for sale. I am familiar with each separate

tract."

"The land carried by the Tumwater Lumber

Mills Company in December, 1929, had a cost value

of $13,910.00, and comprised approximately seven

lots. In December, 1929, it was worth $5,200.00 for

all of it together."

Cross Examination

By Mr. Lansford: "I was in each one of the

houses frequently in 1929. I am not familiar with

what they carried the houses at in their account,

whether it was a sales price or cost, or less than

cost. I based my value on the probable loan value

and the probable sales value and probable cash

value if the contractor sold the place."

"The contracts would have less value even though

the contracts were perfectly good and there was no

question about them being at exactly the price they

were sold at, and even though you were going to

get all of the money. You know what the value is at

the time by the custom. And [46] it was the custom

from October on until the end of 1929, which was

used by all real estate dealers, building and loan,

in arriving at the figure. It is the custom they

adopted arbitrarily, and every bank, every owner,

adopted that custom and did the same thing. The

reason they arrived at that figure is that the dis-

count houses, or the second mortgage men, or what-
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ever they call them there, in buying these contracts

figured the property was worth no more than what

the}- could get out of it, if they sold the contract.

They would discount thirty-three per cent to fifty

per cent. That is what was paid in cash. Just that

much money and no more. The fact that these

people have the contract to receive a certain smn

of money would not indicate it was worth that, re-

gardless of hoAv gilt edged the security was. You

do not know whether one of these contracts will

pay out. That is one of the business gambles a per-

son has to take when they buy real estate."

Redirect Examination

'*I was familiar with each one of these house

contracts in 1929. I had been in each house. I was

not familiar with the balance due, but I was

familiar with their value. I had some for sale. I sold

none after October. I believe some sold in the first

part of 1929."

OSSIAN ANDERSON
was recalled as a witness by and on behalf of the

petitioner.

Cross Examination (Continued)
•

' The first consideration given to a revaluation of

[47] the Tumwater Limiber Mills Company was

sometime in December, 1929. I believe that was when

the computation was made that has been typed

and placed in evidence as an exhibit. (Exhibit No.
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5) It may not have been set up exactly that way.

I do not recall, but I made a computation of what

the relative value of the accounts would be. The

first compilation of the percentage realizable value

as reflected in Exhibit No. 4 was made about the

time that we had our meeting in December to de-

termine the financial position of the company. I

doubt whether that particular compilation was made

at that time. I think that was made in connection

^^dth the closing of the books early in January, but

we discussed the November balance sheet or state-

ment of the company in December, and it showed

then what the situation was in general. The actual

compilation and valuation of this statement for

the purpose of determining what the company

AA'Ould do in liquidation was made, as I recall, at

the time we had our meeting in January when the

closing entries, the closing balance sheet of the year

Avas finished. I do not recall that we arrived at any

figure representing the supposed net worth of the

Tumwater Liunber Mills Company in December.

We arrived at the figure showing that the com-

pany owed $126,000.00 or thereabouts, and had two

and a half to one approximately current obliga-

tions to current assets, and obviously could not pay.
'

'

"In normal procedure, our bookkeeper rendered

a balance sheet at the end of every month showing

exactly the financial condition of the company. You

cannot get that [48] closed until the last invoice

of December comes in and sometime early in Jan-
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uaiy, I cannot recall the exact date, the exact de-

tail accounts as to the close at the end of the year

were revealed. But in December, when talking about

our November statements and the appearance of our

financial situation at that time, we discussed the

question of when and how could the Tumwater

Lumber Mills Company go on and how could it

pay its obligations. That was a general discussion."

''As to the final closing of the books all I can

cite is the usual experience we have every year. We
get all of our entries in, all of the invoices for the

last month of the 3^ear during the first week in Jan-

uary. I think that is the common practice of every

concern. They cannot close the books until some-

time in January, until all invoices have come in and

are entered ; then you draw a balance sheet and that

shows the actual condition of the business. Then

we had a meeting sometime in January and dis-

cussed these various things, and the auditor was

there who audited the books. They could not audit

the books all at once because the first three months

of the year the auditors are all busy and they try

to work a little on your books and someone's else

to get the books complete. Just when the entries

were made I don't recall, but sometime perhaps in

Februar}^ or March."

''We have two reports; the report of our own
bookkeeper which shows the balance sheet and all

of the accounts. Then we have the auditor's report

after they have gone over and audited the books.

They were two distinct reports." [49]



vs. Comm. of Internal Revenue 61

(Testimony of Ossian Anderson.)

"The first report we had in January. We knew

in December the financial condition of the company.

My brothers and I were all active in the business.

We know about where we are going each month.

The auditors' report by the certified public account-

ants may have been rendered sometime in February

or March, because it usually is not rendered until

just before income tax time when they just seem

to get down to the auditing of the books. Our own

bookkeeper's report was immediately after the trial

balance in January and the accountants report some-

time in March. That is the normal procedure every

year."

'^Q. And at the time both of these reports were

rendered there had been nothing done formally

about writing off any bad debt in connection with

the Tinnwater Lumber Mills Company account?

A. Yes, in December I recall making the sugges-

tion myself."

"The question was, are we going to quit this

sawmill experiment and try to stop the risks, be-

cause the Olympia Harbor Lumber Company could

not go on indefinitely paying the bills. My brothers

and I discussed it on this basis. We were responsible

morally for having taken this experiment and w^e

had to try to make good in some way and pay off

these obligations. There was outside creditors

amounting to roughly over $40,000.00 ; and I recall

personally making a suggestion that there be

charged off a reasonable amount that could be con-
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sidered certainly as an uncollectible obligation of

the Tuinwater Lumber Mills Company on the

Olympia Harbor Company's [50] books. And to

charge it off as a bad debt and leave it in a special

account so it could always be shown where it had

been charged."

''And I made that suggestion to my brothers, be-

cause I was not there constantly, but I was down

generally two or three times a month, and we had

this informal business discussion in December."

''We have no stenographer who takes down the

dictation, nor do we keep any particular minutes

except when there is a general annual meeting or

anything involved as of a corporate nature where

it requires a formal meeting. But this is when the

discussion was had about this account and the

question of whether w^e should continue to spend

any more money on further experiments to develop

that mill and complete it."

"As far as the directors of the company were

concerned they decided in December to charge off

this debt at my own suggestion. The amount, as I

recall, was about forty per cent of the accounts of

the Tumwater Lumber Mill Company's indebted-

ness to the Olympia Harbor Lumber Company. We
discussed the relative value of this account; the

possibility of it being about to be collected. If you

li)ok at the records as it appeared by the November

trial balance, you will see that the company owed

$82,000.00, and obviously did not have enough cur-
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rent assets to pay off the outside creditors. The total

account could not be paid. The sawmill itself was

still an experiment, and the lumber busi- [51] ness

future at the end of 1929 was more than uncertain.
'

'

''While there may not be any particular formal

document in this discussion I do remember having

offered a suggestion and said to be sure that would

be handled when the books are closed, because the

Tumwater Lumber Mills Company cannot pay that,

and put it in to a special account so if it is ever

collectible it is there and it will account for itself."

"We were not at that time considering the setting

up of a reserve for the possibility of a loss. We
charged it right off, as a matter of fact, in the light

of subsequent events, the whole account should have

been charged off, but we tried to be conservative

about it. The Olympia Harbor Lumber (-ompany

had $85,000.00 due it from the Tumwater Lumber
Mills Company; the Tumwater Lumber Mills Com-
pany did not have money to pay one cent of it, and

had other creditors to whom my brothers and I were

morally responsible, who must have their money
first."

"You would not sit down with a pencil at the

moment to devalue the accounts like was done in

January. That is the collateral detail which any ac-

countant would do. If you were asked, what is that

concern worth in liquidation, obviously they arrived

at even less conservative figTire than arrived at by
us in January."
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•'Q. When this balance sheet was given to you

in January by your own bookkeeper why didn't

you take action at that time? [52]

A. Well, the usual procedure down there is

—

we may not have the most perfect bookkeeping sys-

tem nor the best of mechanics."

'^We have relied a great deal upon the certified

public accountants who have always steered us on

our bookkeeping at the end of the year. Closing

entries and setting up opening entries for the year

is usually handled by them."

"Our bookkeeping is usually confined to the trial

balance taken off the books as they are, and un-

doubtedly when the auditors go through the books

they find a lot of entries that may not l^e in the

proper accounts back and forth, and usually they

go over that and make corrections so as to bring

the books up to a point of certification by them, and

that is the normal procedure we have followed. I

believe that is perhaps general of concerns of that

type."

'^Q. And Avhen the accountants rendered their

statement to you, was it that time—after you got

that statement that you decided to make a formal

entry charging this account down ?

A. Well, as far as I remember we adjourned our

meeting and agreed that the amount of approxi-

mately 40 per cent on the accounts receivable from

the Tumwater Lumber Mills Company was to be

charged off.
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Q. When was that formal meeting ; after you re-

ceived the accomitant's report *?

A. The meeting I am speaking of was December,

1929, when we had the meeting and discussed our

affairs, [53] and the question of whether we can

continue on to risk other money for the Olympia

Harbor Lumber Company in trying to carry out

this venture. That is when the decision was made,

and instructions were left with the Board of Di-

rectors, Trustees, we call them, five brothers, we

probably appreciate the meetings are not quite as

form as if subscribed by strangers, but that was

our decision."

"I am sorry I cannot answer you just exactly

when the official pencil notices were made on the

books. We so agreed as trustees, in December that

the amount of forty per cent of indebtedness of the

Tumwater Lmnber Mills Company was to be charged

off in the closing of the books. I did not keep the

books. I do not know when it was actually carried

out. I am sure my brother of the Ol^Tnpia Harbor

Lumber Company gave instructions to the book-

keeper. The bookkeeper is busy—one man doing all

of the work in that mill, invoicing lumber and what

not. He probably waited until the auditor had gone

over the records. The actual entry, I don't believe,

had anything to do with the case, because we decided

in December that the whole account of the Tum-
water Lumber Mills Company was a bad debt. And
as subsequently happened, it has never been paid.
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It was a deductible debt. Forty per cent of it was

a conservative deduction. We determined forty per

cent of tliis account to be worthless in 1929, and

that we would charge that amount off as a loss. The

whole account was obviously a bad account.''

•'Q. ^AHien were exhibits 4 and 5 presented to

you as a completed computation showing that 39.65

per cent of [54] that account should be charged off ?

A. Well, as I remember it, in January I think

I asked the question if somebody had really pre-

pared a statement to show the realizable values of

the assets of the Tumwater Lumber Mills Company.

I would like to see, if you please, what they amount

to and whether it is this statement that was prepared

or something similar. However, I remember that

approximately 40 per cent was decided on as an

amount to be charged off.

Q. Approximately how much?
A. 40 per cent.

Q. 40 per cent?

A. Now, this statement probably was compiled

in January after the closing—they got a trial bal-

ance of the books.

Q. Do you, or do you not know, when it was

compiled ?

A. I don't know definitely, I couldn't answer.

Q. You could not say whether January, Febru-

ary, March of this year, could you?

A. No, it is difficult to remember. I cannot say

when that particular statement was prepared."
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"When the installation of the Swedish machinery

was first considered I knew that there was a lack

of facilities for handling logs of around ten or

twelve inches in diameter, and that it would be very

desirable to have machinery which would take care

of cutting up timber of that [55] size. That is the

basis on which we were willing to take the risk to

build the plant. It was a business venture."

"The engineer of the Swedish Machinery Com-

pany was the man I had my principal discussion

with. He had been sent out by Mr. Oxholm with

recommendations. The mill started in 1929, but we

decided to go ahead and order machinery and build

the plant in 1928."

"Q. In this pamphlet it says they started the

investigation around 1916.

A. That is the Department of Commerce, yes,

and the Wood Utilization Committee.

Q. And this report made by the National Com-

mittee represents the results of the investigation

that was made largely in your plant, and the pic-

tures in there and drawings are largely of your

plant, or are they all together?

A. They are all together. They pay a glowing

tribute to the success of the gang mill operations.

Q. And that report was made by the department

investigators in close cooperation with the officers

of your plant?

A. Nothing, we knew nothing about it. It was

done at Washington, D. C.
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Q. Where did they get their information?

A. They came out, Mr. Oxholm spent a week

there i3ersonally. He is chairman of the Wood Uti-

lization Committee, and that comprises five or six

manufacturers [56] throughout the United States,

who act as business men in the search department

of Wood Utilization."

"The committee obtained their information

through Mr. Morse, of the Long-Bell Lumber Com-

pany, one of the members of the Committee. He
wa^ requested during the start of the operation of

that plant to send men up to get all of the detail

information for Mr. Oxholm in Washington."

"Likemse, Mr. Oxliolm had spent a week there

while the plant was running, took measurements

and pictures and made some speeches around the

Northwest about the wonderful thing we now had,

a plant that would utilize this small timber that

we had heretofore left in the woods. They came

to our plant and got the information."

"I cannot tell what portion of their figures they

got from us and what portion they calculated them-

selves. I know that the enterprise was considered

a success from the standpoint of actually sawing

lumber that way, ^vhich was a new way of sawing

lumber out here, and the only difference between

it is that the whole log goes through these machines

instead of being turned on the carriage and ])eing

sawed past the band-saw."

"I recall having seen this j^amphlet all over the

United States as result of the work, of the efforts
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of the Wood Utilization Committee headed by Mr.

Oxholm, Department of Commerce. This gangsaw

operation was brought to the United States and

proven a feasible operation. As the result of it

there was three other mills built here on Puget [57]

Sound before the sawmill business went down alto-

gether in 1930."

''The only man that could answer how the report

was gotten is Mr. Oxliolm, because he compiled it.

We had nothing to do with that report. In fact,

it was sent to us as a surprise by Mr. Oxholm, and

he said he thought we would be pleased to see the

pamphlet. There were people from all over the

country who came to see the mill as a result of

that booklet, which was edited by the DejDartment

of Commerce. Mr. Morse, the general manager

of the Long-Bell Company and a member of the

Conmiittee, and several of his engineers made visits

to the plant and conducted tests. That was after

1929. They wrote Mr. Oxliolm what the findings

were. The reports were written b}^ experienced lum-

ber men."

"One thing they forgot, which wasn't obvious

at the time they made their report, is that small logs

that were not utilized at the time, as the result of

three more mills being built there was not enough

to go around, and a premium v/as paid for those

logs before the end of 1930. A premium had to be

paid to secure logs to cut in the gangsaw mill."

"Q. That competition then and the drop in the

market at the end of 1929 determined how valuable

this plant would be ?
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A. No. I may be Avrong about this whole case,

how it is arrived at. Our conchisions were arrived

at because we had a company that could not pay its

debts. [58]

Q. It did not have a chance to pay its debt with

you?

A. It had no chance to pa}^ it ?

Q. That is true.

Q. Had we known the mill was going to cost

us $85,000, obviously we couldn't find enough money

to build it."

The costs that were testified to for the two gang

mills were the estimates of the engineer."

"In addition to the breakages and the replace-

ment of the foundation, and the replacement of

saws, other additions were made that entered into

the $30,000.00 or more additional cost over and

above the estimate. There were the rei)airs of

broken machinery, changing and moving it around;

adding an edger and a planer because the limiber

was supposed to be so perfectly sawn you could sell

it in the rough. That is the princijjle of the gang

mill; full sawn, accurately sawn Imnber."

"We had to have a planer to surface it, because

in this hard lumber it would not be smooth enough.

And instead of handling it by hand pilers, to cut

economies in handling limiber, we had to put in a

crane. '

'

"'Those are the items I recall distinctly, but the

big addition to cost of that plant comes from the
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fact that if you start a crew of twenty-eight men in

a normal mill, you run steady. If you have a mill

where this log worked through all right, but the

next one something broke, the [59] first thing you

have a two-hour shut-down, the men drawing pay,

your power bill going on just the same, the saws

idling, all that sort of thing has a bearing on adding

to the cost of starting a new experiment of this

sort."

"So to define exactly where the main errors were

in the type of saws, the design of the mill, the ar-

rangement of the machinery, the shortage of edging

and trimming capacit}", and the fact that we could

not sell the lumber in the rough. We had to install

a planer to surface it just as we did here before,

whereas they don't do that in Europe."

''The planer we bought cost something like

$5,500.00. The edger about $4,000.00. The equip-

ment that goes with the planer, proper installment

of it with motors and power equipment, another

$2,500.00. The foundation work, the new concrete

slabs that had to be poured, and bracing it with

piling work, probably $2,000.00. A new set of saws

for those frames and spares, around $1,500.00. You
have to have several sets, one set in the frame and

one spare. Onything that was pureh^ repairs was

charged as repairs, but the rearranging of machin-

ery, which means tearing up floors and joists and

moving this edger to this place, and this conveyor

to that place, that was added to the cost of the

mih, because it would not work without it."
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''Wliat we had to do was first rearrange and build

a new foundation under the two gangs before we

could saw logs. Then after that we had to add

edgers and rearrange all the edgers that was origi-

nally anticipated would do the work. [60] And add

to the trimming table so as to balance up the mills

so it would operate."

''Ahead of the gang-saws there are some carriers

with joists (jaws) that come in and gral^ the log

and hold it steady in the frame. They showed up

right away that they would break. They were made

out of cast iron instead of cast steel. Our logs are

probably twice as heavy as were used for the design.

The saw frames would not stand up. They ran hot

and the frames began to crack, and we had to put in

cooling devices; the Swedes never knew anything

about how to cool them off. The foundation, while

it was piles driven and solid concrete, it wasn't

spread far enough to take care of this vibration. '

'

"So I cannot see that you can say any of the ma-

chinery was satisfactory. It demonstrated the theory

of sawing, which has been corrected; other mills

have been built since that time, everything has been

built heavier and out of cast steel instead of cast

iron, and everyone else got the benefit of our experi-

ment. '

'

"Q. Outside of an}^ breakage due to defective

machinery were you made allowance by the maiui-

facturers 1
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"A. I don't thinlv so. As a matter of fact the

manufacturer took—you asked me today what this

10% was for. They said if we would pay in cash,

as I recall, we would get 10% discount. But I am

uncertain about that. But we paid the bill for the

machinery as invoiced. We complained about these

things. It takes four months to get a spare part

from Sweden. So we made patterns and had cast-

ings made locally here. Today you can buy prac-

tically all of these castings in Seattle." [61]

"I do not recall whether there were any refunds

on account of breakage in machinery. The mill could

not have been sold at all. The percentages in Ex-

hibits 4 and 5 were not our estimates of what the

mill would sell for at one time. They were just arbi-

trary figures. If you tried to sell that mill as it was

in 1929, all you got for it was junk value, and the

buildings were on a leasehold. You couldn't realize

over fifty per cent or forty per cent of the cost of

that plant at a forced sale at that time. Nobody

would buy it."

"Q. That was the same basis you used in deter-

mining the accounts receivable values'?

A. No, sir.

Q. What basis did you use for charging off some

20 per cent of your accounts receivable as being

worthless to that extent?

A. Well, that is the normal experience on retail

lumber accounts.

Q. The same applies to accounts receivable retail,

wholesale and others ?
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A. No. The other accounts receivable are your

house contracts. And the normal experience there

is about 15 per cent to 20 per cent loss.

Q. Your inventories were broken down on a

quick sale basis?

A. Yes, I think they were broken down—they

were credited with 15 per cent reduction. [62]

Q. You had to go out and get somebody to buy

the whole bunch ?

A. Yes.

Q. Instead of selling it out in the normal pro-

cedure ?

A. In lumber it is difficult to get the full book

value for it."

"As I explained, the stock of other corijorations

had no market value. We took an arbitrary figure

which was somewhat near the price the units were

sold at."

"I w^ould say that the Tumwater Lmnber Mills

Company had gotten into full swing from the sale

of lumber from this particular type of plant by the

end of 1929. The only market we had was where

somebody would buy rough lumber, and that is pri-

marily in Europe. I think we were selling what

little we sawed. '

'

"I don't think the Ohnnpia Harbor Lumber Com-

pany ever demanded pajTnent for the amount due it

by the Tmnwater Lmnber Mills Company. I think

the entries were just open entries. As they gave

them a check they charged it to them. If there are

anv notes I don't recall."
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"We used the balance sheet of the Olympia Har-

bor Lumber Company for making borrowings from

the banks. I don't think we were borrowing any

money from the ])anks in Olympia at that time. The

money which was advanced by the Olympia Harbor

Lumber Company was the working capital and large

inventories that they had been reducing in 1929.

There was no [63] understanding as to how long

this account would run between the corporations. It

was handled just like any other corporate account

as far as I recall."

Petitioner's Exhibit No. 7, being the letter dated

October 8, 1931, by Mr. Oxhohn of the National

Committee on Wood Utilization of the Department

of Commerce as offered by petitioner and admitted

in evidence.

EXHIBIT VII.

DEPARTMENT OF COMMERCE
Office of the Secretary

Washington

October 8, 1931.

Tumwater Lumber Mills Company, Inc.,

Olympia, Washington.

Dear Sirs:

At your request, I am glad to state that the erec-

tion of your sawmill in Oh^mpia was part of the

program of the National Committee on Wood Uti-

lization of the Department of Commerce, to ascer-
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tain whether Swedish gang-saws could be used on

the Pacific Coast.

As we expected, many difficulties were experienced

in the installation of the machinery and in finding

a solution to the question of the most efficient com-

bination of American and Swedish machinery in

your mill. The pioneer work which the Tumwater

Lumber Mills Company has done, and its aid in

helping us to demonstrate the efficiency of gang saw

machinery, are keenly appreciated by us.

As you know, your example lias been followed by

a number of sawmills on the Pacific Coast, that are

now receiving the benefit of your pioneer experi-

ment.

I am inclosing a copy of our j^ublication, "Test

of Scandinavian Gang Saws on Pacific Coast," in

which we give you full credit in the foreword.

Very truly yours,

AXEL H. OXHOLM,
Director.

Inclosure. [65]

''The Olympia Harbor Lumber Company loaned

this money when we determined to build the mill.

My brothers and I owned both companies. The Tum-
water Lumber Mills Company originally was in the

lumber business. It had quit the liunber business

and came into the building business, which was also

petering out. The reason that we determined to

build that plant by the Tmnwater Lumber Mills

Company was that the different brothers worked in
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two different sawmills and they could better man-

age it under the Tumwater Lumber Mills Company.

It had to be determined where we were to get the

mony to build the plant, and we agreed to get it

from the Olympia Harbor Lumber Company."

"It would serve the purpose of the Olympia Har-

bor Lumber Company to loan that money only in

that the two companies, being virtually side by side

there in Olympia, the two of them would have

larger capacity in shipping and selling their lumber

and it would work to the advantage of the sales of

the product that way."

''The Olympia Harbor Lumber Company expected

to get [64] that money back. It was not that the same

people owned both, and that we were really using the

mone}^ as an investment in the Tumwater Lumber

Mills Company."
'

' The Olympia Harbor Lumber Company expected

to get the money back. It sold the lumber it used

in the building of the plant. That was bought from

the Olympia Harbor Lumber Company, and it was

a loan which we all said that the Tumwater Lumber

Company would be able to pay out of the earnings

of its business. Of course, it was not the kind of a

loan that was made to any outsider. We had the

money available in one company and used it in an-

other.
'

'
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ROBERT T. KNiaHT

was called as a witness on behalf of the petitioner

and testified as follows

:

Direct Examination.

"My name is Robert Knight. I am a certified

public accountant, and one of the associate counsels

in this case. I am resident manager of the Samuel

F. Racine and Company. I have had charge of the

OlymjDia Harbor Lumber Company's books and been

their auditor for nine years, and the Tumwater

Lumber Mills Company for the same length of time.

I prepared the protest in this case."

'^What Mr. Anderson said in reference to the

closing entries is actually true. It is a fact that

their bookkeeper does prepare monthly reports and

always does so, because they wish to know the re-

sults of their monthly operations. At the time I was

prepared to audit, the l)ooks [_(y6^ had been closed.

That was, as I say, an accepted practice, and I

went ahead and made the audit in a customary man-

ner, and, also, as was customary, I discussed the

report in the rough with Mr. Arthur Anderson. He
immediately asked me where the allowance was for

the Timiwater Lumber Mills Company account. I

told him I knew nothing about tliat. He said that

should be made. I said, 'How much are you going

to charge off?' And the figure was given to me for

my approval. It was their own opinion upon which

this charge-off was based. So I said, 'If that is what

you want to do that is fine, go ahead and do it.' So

they did it. They handed the information to their
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bookkeeper, who went ahead and made the entry."

"Q. Did he discuss with you, or tell you at that

time what the company had decided at the meeting'

in December, 1929?

A. He said they had decided to write this off.

Q. Referring specifically to that meeting?

A. I happened to know that they customarily had

meetings around Christmas. As a matter of fact,

another matter had been discussed with me—nothing

to do in particular with the closing of the books

—

during the Christmas holidays. At that time I did

see Mr. Ossion Anderson in Olympia. I am confi-

dent that the thing was discussed in 1929, because

it is their habit to be quite methodical in the han-

dling of their affairs.

Q. Did you take care of the setting up of the

accoimt and writing off the bad debt? [67]

A. Yes. They had not decided as to the ter-

minology. The terminology that was used wa.s my
own, admittedly. My thought was this: Naturally,

as accountants we try to look at good bookkeeping

procedure. The first thought was to me, credit the

Tumwater Lumber Mills Company account with the

amount of this charge-off of some $33,000. To do

so, would, from a bookkeeping standpoint, immedi-

ately throw out of agTeement the account that is

on the books of the Olympia Harbor Lumber Com-

pany with the account that was on the books of the

Tumwater Lumber Mills Company. As I say, that

is just bookkeeping procedure."
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^'Naturally, we tr}" to keep reciprocal accounts

always in agreement. Therefore, as I remember

the terminology used, we created an account, 'Re-

serve for possible loss of Tumwater Limiber Mills

Company account.' That account to be used as a

specific off-set against that specific account. No other

accounts whatsoever were included in that account,

because the company had been in the position of

charging off actual bad debts when ascertained."

Cross Examination

"I cannot remember the exact date that I ren-

dered my report, but I would imagine somewhere

in the neighbodhood of March. I know there were

no minutes of the meeting, because it has never been

their practice to write up minutes except once a

year for the election of officers. [68] I did not com-

pute Schedule 4 and 5, and had nothing to do with it.

At the time of my audit there was presented to me
a handwritten schedule from which this has been

copied. They presented it to me. They said this is

how we arrived at this thing. As I told you, my
report was in the rough when I discussed it with

Mr. Arthur Anderson. I wrote up the entry in the

form that I thought it should be written up. The

bookkeeper of the company actually made the entry.

That sum was credited to the reserve I mentioned a

moment ago, 'Special reserve for possible loss in

Tumwater Lumber Mills Company account.' It was

charged against the surplus account for this reason

:
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The books had been closed. The profits for the year

had been closed into surplus. Consequently the only

way you could charge it against those profits was

against surplus. For bookkeeping procedure it was

not charged on the books with the account of the

Tumwater Lumber Mills Comi)any, but was charged

against surplus and credited to a special reserve.

That is the way it was reflected in the income tax

return. I made up the income tax return. The re-

serve is not at variance to the way the books are

actually kept.
'

'

''I thirds it will be agreed that the common ac-

counting practice permits the correction of the

profits of a year or maybe several preceding years."

"As we all know, the results of a corporation's

profits or losses are closed into surplus. If a subse-

quent examination of a company's accounts discloses

something that belonged in that particular year,

whether it be an income or an expense or a loss, the

only way you can correct it is to [69] do so through

the medium of surplus."

"In this case, if the books had not been closed I

would have changed my entry only to this extent:

I would have charged to the bad debts account, and

I would have credited to the same account I did

use, special reserve and so forth, but in view of the

fact the books had been closed—in other words, all

of the other bad debts had been closed out to profit

and loss, and profit and loss closed to surplus, the
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(Testimony of Robert T. Knight.)

only way I could get it in there was to charge it to

surplus."

"Where you have reciprocal accounts between two

peo]3le or two companies it is only good bookkeep-

ing that you want to keep those accounts in exact

agreement. In other words, had we credited this

$33,000.00 item to the account of the Olympia Plar-

bor Company the effect would have been to throw

this account out of agreement with the reciprocal

account on the books of the Tumwater Lumber Mills

Company. Now, for bookkeeping convenience only,

and that is exactly what I had in my mind, I wanted

to keep that account in exact agreement. Possibly

my terminology is wrong, but I do know the inten-

tion is sound."

Redirect Examination.

"That entry was made in order to keep the par-

ticular item charged off absolutely distinct. That,

and the fact that bookkeeping convenience de-

manded it to be kept separate. The bookkeeper of

the Tumwater Lumber Mills Company did not know
how to handle that account. '

' [70]

"When Mr. Anderson told me about this, the

bookkeeper told me he had never heard about the

decision, which is nothing uncommon because as I

remember correctly he was not taken in to the

utmost confidence; he was purely a clerk."

The usual customary accounting practice as to

the closing of the books of firms of this type varies.

In my own experience, there are some people who
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will not touch their books until we get on the job.

Other places they go ahead and close, and six months

(Testimony of Robert T. Knight.)

later we are called in to audit the closing. And we

find six months later that they made mistakes which

we have to correct. And we still make those correct

entries for them and readjust them. And from an

income tax standpoint, file amended returns reflect-

ing the corrections." [71]

The foregoing is all of the material evidence ad-

duced at the hearing before the Board of Tax Ap-

peals, and the same is approved by the undersigned,

as attorney for the petitioner on review.

THOMAS N. FOWLER
Attorney for Petitioner on Review.

The foregoing evidence is all of the material evi-

dence adduced at the hearing before the Board of

Tax Appeals, and the same is approved by the

undersigned, Robert H. Jackson, Assistant General

Counsel for the Bureau of Internal Revenue, as

attorney for the Commissioner of Internal Revenue,

(s) ROBERT H. JACKSOX
Assistant General Counsel for the

Bureau of Internal Revenue.
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The foregoing is all of the material evidence ad-

duced at the hearing and in order that the same may
be preserved and made a part of the record, this

statement of evidence is duly approved and settled

this 9 day of August, 1934.

(s) C. ROGERS ARUNDELL
Member, United States Board of

Tax Appeals.

[Endorsed] : Filed Oct. 9, 1934. [72]

[Title of Court and Cause.]

AMENDED PRAECIPE FOR THE RECORD
To the Clerk of the United States Board of Tax

Appeals

:

YOU WILL PLEASE prepare and, within sixty

days from the date of the filing of the petition for

review in the above entitled case, transmit to the

clerk of the United States Circuit Court of Appeals

for the Ninth Circuit, certified copies of the follow-

ing documents:

L The docket entries of the proceedings before

the United States Board of Tax Appeals in the

above entitled case,

2. Pleadings before the Board,

3. Findings of Fact, opinion and decision of the

Board,

4. Petition for review,

5. Statement of the evidence settled or agreed

upon.
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6. All orders enlarging time for filing statement

of evidence, not included in record,

7. Exhibit No. 6 (to be sent up as a physical ex-

hibit upon order of the court),

8. This praecipe.

The foregoing to be prepared, certified and trans-

mitted as required by law and the rules of the

United States Circuit Court of Appeals for the

Ninth Circuit.

THOMAS N. FOWLER
Attorney for Olympia Harbor

Lumber Comi^any,

Petitioner.

Service of a copy of the within praecipe is hereby

admitted this 12th day of October, 1934.

ROBERT H. JACKSON
Attorney for Respondent.

[Endorsed] : United States Board of Tax Appeals.

Filed Oct. 12, 1934. [73]

[Title of Court and Cause.]

CERTIFICATE

I, B. D. Oamble, clerk of the U. S. Board of Tax

Appeals, do hereby certify that the foregoing pages,

1 to 73, inclusive, contain and are a true copy of

the transcript of record, papers, and proceedings on

file and of record in my office as called for by the

Praecipe in the appeal (or appeals) as above num-

bered and entitled.
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In testimony whereof, I hereunto set my hand and

affix the seal of the United States Board of Tax

Appeals, at Washington, in the District of Colum-

bia, this 31st day of Oct., 1934.

[Seal] B. D. GAMBLE,
Clerk,

United States Board of Tax Appeals.

[Endorsed]: No. 7682. United States Circuit

Court of Appeals for the Xinth Circuit. Olympia

Harbor Lumber Company, a Corporation, Peti-

tioner, vs. Commissioner of Internal Revenue, Re-

spondent. Transcript of the Record. Upon Petition

to Review an Order of the L^nited States Board of

Tax Appeals.

Filed November 24, 1934.

PAUL P. O'BRIEN,
Clerk of the United States Circuit Court of Appeals

for the Ninth Circuit.
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Circuit Court of Appeals of the United States,

for the Ninth Circuit.

No. 7682

OLYMPIA HARBOR LUMBER COMPANY,
Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,
Respondent.

BOND FOR COSTS ON APPEAL.

KNOW ALL MEN BY THESE PRESENTS
That we, Olympia Harbor Lumber Company, as

Principal, and Hartford Accident and Indemnity

Company of Hartford, Connecticut, as Surety, are

held and firmly bound unto the Commissioner of

Internal Revenue and/or the United States of

America in the penal sum of ($250.00) Two Hun-

dred Fifty and no/100 Dollars, to be paid to the said

Commissioner of Internal Revenue and/or the

United States of America for the payment of which,

well and truly to be made, we bind ourselves, and

each of us, and our successors and assigns, jointly

and severally, firmly by these presents.

Sealed with our seals and dated the 29th day of

May, 1934.

WHEREAS the above named Olympia Harbor

Lumber Company is filing, or is about to file with the

United States Board of Tax Appeals a petition

for review of the board decision in respect of the

tax liability of the above petitioner for the calen-



88 Olympia Harhor Lumber Co.

dar year 1929 by the Circuit Court of Appeals of

the United States for the Ninth Circuit to reverse

the tinal order of redetermination rendered in the

above cause and dated the 25th day of April, 1924.

NOW, THEREFORE, the condition of this obli-

gation is such that if the above named Olympia

Harbor Limiber Company shall pay to Commis-

sioner of Internal Revenue and/or United States of

America, all costs and damages that may be awarded

against it on the appeal or the dismissal thereof,

not exceeding the sum of Two Hundred Fifty and

no/100 ($250.00) Dollars, then this obligation to be

void, otherwise to remain in full force and effect.

OLYMPIA HARBOR LIFMBER
COMPANY

By THO^IAS N. FOWLER
Its Attorney,

Principal.

HARTFORD ACCIDENT AND
INDEMNITY CO]MPANY

[Seal] By HAROLD BISHOPP
Attorney-in-Fact,

Surety.

Approved: This 3d day of December, 1934.

CURTIS D. WILBUR,
Senior U. S. Circuit Judge.

[Endorsed] : United States Board of Tax Appeals.

Received Jun. 12, 1934.

[Endorsed]: Filed Dec. 3, 1934. Paul P. O'Brien,

Clerk.


